
 
THE OFFICE OF REGULATORY STAFF 

 
DIRECT TESTIMONY AND EXHIBITS 

 
OF 

 
DANIEL F. SULLIVAN 

 
 
 
 

 
 
 
 
 

DOCKET NO. 2006-97-W/S 
APPLICATION OF  

TEGA CAY WATER SERVICE, INC.  
FOR ADJUSTMENT OF RATES AND CHARGES 



Testimony of Daniel F. Sullivan                         Docket No.2006-97-W/S  Tega Cay Water Service, Inc.                                        
                                                                                                                                                               Page 1 

 
 

THE OFFICE OF REGULATORY STAFF 
 1441 Main Street, Suite 300, Columbia, SC  29201 

Post Office Box 11263, Columbia, SC 29211 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

 

TESTIMONY OF DANIEL F. SULLIVAN 

FOR 

THE OFFICE OF REGULATORY STAFF 

DOCKET NO. 2006-97-W/S 

IN RE:  TEGA CAY WATER SERVICE, INC. 

 

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION. 

A.   My name is Daniel F. Sullivan.  My business address is 1441 Main Street, Suite 300, 

Columbia, South Carolina, 29201.  I am employed by the Office of Regulatory Staff 

(“ORS”) as an Auditor.  

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND YOUR 

BUSINESS EXPERIENCE. 

A.  I received a B.S. Degree in Business Administration, with a major in Accounting 

from the University of South Carolina in December 1998.  From February 1999 to 

February 2005, I was employed with the South Carolina State Auditor’s Office.  In 

that capacity, I performed audits and reviews of cost reports filed by institutional 

providers of Medicaid services for the South Carolina Department of Health and 

Human Services.  The primary purpose of those audits and reviews was to establish 

the applicable reimbursement rates to be paid to Medicaid providers for services 

rendered to qualified Medicaid recipients.  In February 2005, I began my 

employment with ORS. 
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Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING TEGA 

CAY WATER SERVICE, INC? 

A. The purpose of my testimony is to set forth my findings and recommendations 

resulting from ORS’s review of the application of Tega Cay Water Service, Inc. 

(“TCWS”) in this docket. 

Q. PLEASE IDENTIFY THE EXHIBITS ATTACHED TO YOUR PREFILED 

TESTIMONY. 

A. I have attached ORS’s Audit Report related to TCWS’s application for a rate 

increase, Docket No. 2006-97-W/S.  The contents of the Audit Report were either 

prepared by me or were prepared under my direction and supervision in compliance 

with recognized accounting and regulatory procedures for water and wastewater 

utility rate cases. 

Q. PLEASE EXPLAIN THE CONTENTS OF THE AUDIT REPORT. 

A. As outlined in the Index of the Audit Report, pages 1-5 contain the analysis of 

TCWS and its application.  The remaining pages consist of exhibits which were 

prepared to show various aspects of TCWS’s operations and financial position.  The 

majority of my testimony will refer to Audit Exhibit DFS-1 - Operating Experience, 

Rate Base and Rates of Return – Combined Operations as shown on page 6 of the 

Audit Report. 

Q. PLEASE DESCRIBE THE FORMAT OF AUDIT EXHIBIT DFS-1. 

A. Column (1) shows per book balances for TCWS as of September 30, 2005.  I verified 

the per book balances to the books and records of TCWS.   
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 Column (2) shows accounting adjustments related to Docket No. 1996-137-W/S that 

affect the per book numbers. 

 Column (3) shows the adjusted per books after various adjustments concerning 

Docket No. 1996-137-W/S. 

 Column (4) shows accounting and pro forma adjustments designed to normalize 

TCWS’s adjusted per book operations. 

 Column (5) shows the computation of TCWS’s normalized test year prior to 

implementing the proposed increase. 

 Column (6) shows the adjustments for the requested rate increase and ORS’s 

adjustments associated with the additional revenues.   

 Column (7) shows our computation of the normalized test year after accounting and 

pro forma adjustments, the requested rate increase and associated adjustments. 

Q.  PLEASE ELABORATE ON THE CALCULATIONS IN AUDIT EXHIBIT 

DFS-1 – OPERATING EXPERIENCE, RATE BASE AND RATES OF 

RETURN - COMBINED.       

A.  Column (1) shows the per books operating experience of TCWS which reflect Total  

Operating Revenues of $957,892, Total Operating Expenses of $915,315, and Net 

Income for Return of $42,657. Per Book Total Rate Base amounted to $2,127,599 

and the resultant per book Return on Rate Base was 2.00%.       

 Column (2) shows additional adjustments from Docket No. 1996-137-W/S resulting 

in a decrease in expenses of ($45,766) and a decrease in rate base of ($546,559). 
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 In column (3), the adjusted per books Total Operating Revenues amounted to 

$957,892, Total Operating Expenses were $869,549, Net Income for Return was 

$88,423 and Total Rate Base was $1,581,040.  The resultant computation produced a 

Return on Rate Base of 5.59%. 

 Column (4) reflects our accounting and pro forma adjustments recorded to normalize 

TCWS’s test year operations.  A description of each adjustment is contained in Audit 

Exhibit DFS- 4. 

 Column (5) is the sum of Columns (3) and (4) and reflects the “As Adjusted Present” 

or normalized amounts.  The accounting and pro forma adjustments produced Total 

Revenues of $959,758, Total Operating Expenses of $842,334, Net Income for 

Return of $118,801 and Total As Adjusted Present Rate Base of $1,839,858.  A 

Return on Rate Base of 6.46% was computed using the above amounts. 

 Column (6) reflects the proposed increase by TCWS and its related effect on 

expenses.  These adjustments are detailed in Audit Exhibit DFS – 4. 

 Column (7) shows per book operations, adjusted for accounting and pro forma 

adjustments and the requested increase. Using Total Operating Revenues of 

$1,156,935 less Total Operating Expenses of $919,129 and adding Customer Growth 

of $2,785, Net Income for Return of $240,591 was computed.  Total Rate Base 

amounted to $1,839,858, computing a Return on Rate Base of 13.08%.   

Q.  PLEASE EXPLAIN THE ADJUSTMENTS IN AUDIT EXHIBIT DFS - 4. 

A.   The adjustments are as follows:  
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 Adjustments Nos. 1 - 7 – Additional Adjustments – Docket No. 1996-137-W/S 1 

2 

3 

4 

5 

  These adjustments were recorded as a result of Docket No. 1996-137-W/S and 

included the removal of wells, removal of the plant acquisition adjustment, 

calculation of federal and state income taxes, and calculation of interest expense to 

reflect the removals.   

 Adjustment No. 8 – Operating Revenues 6 

7 

8 

9 

10 

11 

12 

 The ORS Water/Wastewater Department proposes to adjust the revenues using 

billing information for the test year ended September 30, 2005.  The ORS 

Water/Wastewater Department provided the revenue figures for TCWS.  The As 

Adjusted Present – Service Revenues computed by the ORS Water/Wastewater 

Department totaled $959,758 less the per book amount of $957,892, for an 

adjustment of $1,866 (water - $132 and sewer - $1,734). 

 Adjustment No. 9 – Operators’ Salaries and Wages 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

 ORS and TCWS propose to adjust operators’ salaries.  ORS annualized wages using 

wage rates in effect as of May 2006 and the latest available wage allocations as of 

September 30, 2005.  ORS computed annualized wages of $117,281 less per book 

wages of $113,405 for an adjustment of $3,876.  ORS did not include a 4% cost of 

living increase proposed by TCWS as these amounts were not known and 

measurable at the end of the audit.  TCWS annualized operators’ salaries as of 

December 31, 2005 and included a 4% wage increase. 
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 Adjustment No. 10 – Deferred Maintenance Charges 1 

2 

3 

4 

5 

6 

 TCWS proposes to adjust maintenance for deferred charges.  TCWS proposes to 

defer three projects totaling $124,800 over 5 years resulting in annual deferred 

maintenance charges of $24,960.  ORS does not recommend including the deferred 

maintenance charges in the calculation of Net Income for Return since the projects 

were not started and expenses were not incurred during the test year.  

 Adjustment No. 11 – Operating Expense Charged to Plant 7 

8 

9 

10 

11 

12 

13 

14 

15 

 ORS and TCWS propose to charge a portion of operators’ salaries, taxes and benefits 

to plant for time operators spent on capital projects.  ORS applied 12.53% to the total 

annualized operators’ salaries, taxes and benefits of $148,595 for total annualized 

maintenance expense charged to plant of ($18,619), less the per book amount of 

($17,957) for an adjustment of ($662).  ORS computed 12.53% using actual test year 

operating expenses charged to plant divided by operators’ test year salaries, taxes and 

benefits ($17,957 / $143,297).  TCWS used a capitalization ratio of 11.58% which 

was computed using annualized salaries, taxes, and benefits.    

 Adjustment No.12 - Office Salaries 16 

17 

18 

19 

20 

21 

 ORS and TCWS propose to adjust office salaries.  ORS annualized wages using 

rates as of May 2006 and the latest available wage allocations as of September 30, 

2005.  ORS did not include the 4% cost of living increase proposed by TCWS since 

these amounts were not known and measurable at the end of the audit.  ORS 

computed office salaries of $61,426 less the per book amount of $52,865 for an 
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2 

adjustment of $8,561.  TCWS annualized office salaries as of December 31, 2005 

and included a 4% wage increase.  

 Adjustment No. 13 – Rate Case Expenses      3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

 ORS and TCWS propose to amortize rate case expenses over a three-year period.  

ORS adjusted for actual current rate case expenses as of July 19, 2006 in the 

amount of $67,195.  This amount was amortized over three years resulting in test 

year expenses of $22,398.  The current rate case expenses include TCWS’s portion 

of the cost of the Utilities, Inc. management audit approved by the PSC in Docket 

No. 2004-357-W/S.  Other expenses are for legal and consulting fees, postage, 

printing, and direct time spent on the case by the corporate office staff.  TCWS 

proposes to amortize total estimated rate case expense of $172,160 over three years 

in the amount of $57,387.  

 Adjustment No.14 – Annualize Pension and Other Benefits 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

 ORS and TCWS propose to annualize pension and other benefits associated with the 

wage adjustment for operators and office employees.  ORS did not include pension 

and benefits for part-time employees as TCWS does not pay benefits to these 

employees.  The total ORS computed pension and other benefits were $33,668 less 

the per book amount of $31,858 resulting in an adjustment of $1,810.  ORS 

capitalized a portion of these costs for operators in expenses charged to plant 

(Adjustment #11) and capitalized wages, taxes and benefits (Adjustment #26).  

TCWS computed an adjustment of ($1,946) using computed annualized wages. 
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 Adjustment No.15 – Nonallowable Expenses 1 

2 

3 

4 

 ORS proposes to remove one half of Chamber of Commerce Dues ($260) and a  

 7 day personal newspaper subscription ($143) to the Charlotte Observer, for total  

 nonallowable expenses for ratemaking purposes of ($403). 

  Adjustment No. 16 Depreciation Expense 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

 ORS and TCWS propose to annualize depreciation expense.  ORS used gross plant 

for the test year of $12,042,383 and plant additions of $242,356, which includes pro 

forma plant, retirements, capitalized time, and general ledger additions as of June 

2006 totaling $241,694, and salaries charged to plant of $662 (see Adjustments #11 

and #26).  ORS adjusted this amount by removing organization, land, vehicles and 

wells, resulting in net plant, depreciated at 1.5% or 66.7 years.  ORS depreciated net 

vehicles at 25% or 4 years and included adjustments for the WSC rate base 

depreciation, regional office allocation depreciation, and the extraordinary retirement 

of wells.  ORS total depreciation expense amounted to $209,526 less the per book 

amount of $245,264 for a total adjustment of ($35,738).  TCWS computed 

depreciation expense using gross plant for the test year and estimated pro forma 

projects (net of retirements), general ledger additions, and capitalized time additions.  

TCWS’s adjustment was calculated using a 1.5% depreciation rate or 66.7 years to 

depreciate plant.  TCWS’s adjustment amounted to ($26,984).  See Audit Exhibit 

DFS – 5 for details of the ORS depreciation expense adjustment. 
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 Adjustment No. 17 – Payroll Taxes   1 

2 

3 

4 

5 

 ORS and TCWS propose to adjust for payroll taxes associated with the wage 

adjustment.  The payroll taxes include FICA, SUTA, and FUTA taxes. ORS 

computed taxes of $13,909, less the per book amount of $14,009, resulting in an 

adjustment of ($100).  TCWS calculated an adjustment of $565 for payroll taxes. 

 Adjustment No. 18 – Property Taxes   6 

7 

8 

 ORS and TCWS propose to remove an accrual of ($81,529) from property taxes to 

reflect the proper total for the test year. 

 Adjustment No. 19 – Income Taxes – State  9 

10 

11 

12 

 ORS and TCWS propose to adjust state income taxes after accounting and pro forma 

adjustments.  ORS and TCWS used a 5% rate for state income taxes.  See Audit 

Exhibit DFS – 6. 

 Adjustment No. 20 – Income Taxes – Federal   13 

14 

15 

16 

 ORS and TCWS propose to adjust federal income taxes after accounting and pro 

forma adjustments.  ORS and TCWS used a composite rate of 35% for federal 

income taxes.  See Audit Exhibit DFS – 6. 

 Adjustment No. 21 – Amortization of Plant Acquisition Adjustment   17 

18 

19 

20 

21 

22 

 TCWS proposes to include an adjustment of $5,210 for amortization of the plant 

acquisition adjustment.  ORS does not propose an adjustment for amortization of the 

plant acquisition adjustment.  ORS removed the plant acquisition adjustment in 

Adjustment #6 and will not include amortization of the plant acquisition adjustment 

since it was removed by TCWS and the PSC in Docket No. 1996-137-WS.   
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 Adjustment No. 22 – Amortization of Contributions in Aid of Construction (CIAC) 

ORS and TCWS propose to adjust the amortization of CIAC.  ORS used the gross 

per book CIAC amount of ($8,609,368) at 1.50% for an amortization amount of 

($129,141) less the per book amount of ($171,782), for an adjustment of $42,642.  

TCWS also proposes to use a 1.50% amortization rate for CIAC.  

1 

2 

3 

4 

5 

 Adjustment No. 23 – Interest During Construction (IDC) 6 

7 

8 

9 

10 

11 

 ORS and TCWS propose to remove the income associated with capitalized interest 

for projects under construction.  TCWS does not propose to include construction 

work in progress (CWIP), and therefore, the income associated with CWIP is not 

included as an offset to expenses.  The adjustment amounted to ($80) for both ORS 

and TCWS.  

 Adjustment No. 24 – Customer Growth   12 

13 

14 

15 

 ORS proposes to adjust for customer growth after the accounting and pro forma 

adjustments using customer units updated to June 2006 since plant additions are 

included up to that date.  See Audit Exhibit DFS -7.   

 Adjustment No. 25 – Plant Additions   16 

17 

18 

19 

20 

21 

22 

 ORS and TCWS propose to adjust for plant additions.  ORS adjusted for total 

verified general ledger additions, capitalized time additions, and pro forma additions 

and retirements as of June 2006 in the amount of $241,694.  This plant is known and 

measurable and providing service to present customers.  TCWS proposes to adjust 

for estimated general ledger additions, capitalized time additions, and pro forma plant 

additions and retirements totaling $313,409. 
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 Adjustment No. 26 – Capitalized Wages, Taxes and Benefits   1 

2 

3 

4 

5 

 ORS proposes to book to plant the portion of operators’ salaries, taxes, and benefits 

associated with capital projects in accordance with ORS’s computed capitalization 

ratio of 12.53%.  ORS capitalized wage adjustment amounted to $662 as calculated 

in Adjustment #11. 

 Adjustment No. 27 - Accumulated Depreciation   6 

7 

8 

9 

10 

11 

12 

 ORS proposes to reduce accumulated depreciation for the annualized depreciation 

expense adjustment of $35,738 and actual retired plant from October 2005 – June 

2006 of $18,919 for a total adjustment of $54,657.  TCWS proposes to reduce 

accumulated depreciation for estimated general ledger additions, actual and estimated 

capitalized time additions, and actual and estimated pro forma plant additions and 

retirements for an adjustment of $12,380. 

 Adjustment No. 28 – Cash Working Capital   13 

14 

15 

16 

 ORS and TCWS propose to adjust Cash Working Capital after accounting and pro 

forma adjustments.  This adjustment reflects the working capital needed 

prospectively. ORS adjustment was $4,447 and TCWS’s adjustment was $12,917. 

 Adjustment No. 29 – Contributions in Aid of Construction (CIAC)   17 

18 

19 

20 

21 

22 

 ORS proposes to adjust CIAC to correctly state the unamortized portion of CIAC for 

rate base.  TCWS’s per books unamortized CIAC is calculated using a 2.0% 

amortization rate for the test year.  Since both ORS and TCWS propose to amortize 

CIAC using a 1.5% amortization rate for the test year, the unamortized balance 

should be adjusted by the difference in per books amortization of CIAC and 
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1 

2 

calculated amortization of CIAC.  Therefore, ORS proposes to adjust the CIAC by 

($42,642) as calculated in Adjustment #22. 

 Adjustment No. 30 – Interest Expense   3 

4 

5 

6 

7 

8 

9 

10 

 ORS and TCWS propose to adjust allowable interest expense to reflect the As 

Adjusted Present Rate Base using the capitalization ratios of 59.10% for debt, 

40.90% for equity and a cost of debt of 6.42%.  ORS’s adjustment is for $9,821, 

resulting in allowable interest expense of $69,809. TCWS used its pro forma rate 

base to compute an adjustment to interest expense of ($83,468), for total interest 

expense of $83,633.  See Audit Exhibit DFS – 9 for ORS’s computed interest 

expense. 

 Adjustment No. 31 – Operating Revenues - Proposed Increase   11 

12 

13 

14 

15 

16 

 ORS and TCWS propose to adjust for the proposed increase to service revenues. 

ORS proposes to adjust revenues by a total of $197,830, comprised of $52,993 for 

water service and $144,837 for sewer service.  TCWS proposes to adjust revenues by 

a total of $197,199, comprised of $52,368 for water service revenue and $144,831 for 

sewer service revenue.  

 Adjustment No. 32 – Uncollectible Accounts – Proposed Increase   17 

18 

19 

20 

21 

 ORS and TCWS propose to adjust for uncollectible revenue for the proposed 

increase. ORS calculated uncollectible revenue of ($653) associated with the 

proposed revenues of $197,830 using the uncollectible factor for the test year of 

.33% for water and sewer.  ORS Water/Wastewater Department verified that the 
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1 

2 

factors were reasonable based on their examination of the billing records.   TCWS 

calculated uncollectible revenue of ($657). 

 Adjustment No. 33 – Taxes Other Than Income – Proposed Increase   3 

4 

5 

6 

7 

8 

 ORS and TCWS propose to adjust utility/commission taxes and gross receipts taxes 

associated with the proposed revenue.  ORS used a factor of .0112524, which is 

comprised of the Public Service Commission’s and Office of Regulatory Staff’s 

factor of .0082524 and the Department of Revenue’s factor of .003.  ORS’s total 

adjustment is $2,226 ($197,830 x .0112524).  TCWS’s adjustment is $2,215.  

 Adjustment No. 34 – Income Taxes – State - Proposed Increase   9 

10 

11 

12 

 ORS and TCWS propose to adjust state income taxes for the Proposed Increase.  

Both ORS and TCWS used a 5% rate for state income taxes.  See Audit Exhibit 

DFS – 6. 

 Adjustment No. 35 – Income Taxes – Federal - Proposed Increase   13 

14 

15 

16 

 ORS and TCWS propose to adjust federal income taxes for the Proposed Increase.  

Both ORS and TCWS used a composite rate of 35% for federal income taxes.  See 

Audit Exhibit DFS – 6. 

 Adjustment No. 36 – Customer Growth   17 

18 

19 

20 

21 

22 

 ORS proposes to adjust for customer growth after the proposed increase using 

customer units updated to June 2006 since plant additions are included to that date.  

See Audit Exhibit DFS -7.   
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4 

5 

6 

7 

8 

9 

10 

Q. PLEASE DESCRIBE THE REMAINING AUDIT EXHIBITS. 

A. Audit Exhibit DFS-5 shows the depreciation expense adjustment.  Audit Exhibit 

DFS-6 shows the computation of income taxes.  Audit Exhibit DFS-7 shows the 

customer growth computation. Audit Exhibit DFS - 8 shows the cash working capital 

allowance.  Audit Exhibit DFS - 9 shows the return on common equity.  Audit 

Exhibit DFS - 10 shows the income statement for the test year ended September 30, 

2005.  Audit Exhibit DFS - 11 shows the balance sheet as of September 30, 2005.   

Q.   DOES THIS CONCLUDE YOUR TESTIMONY? 

A.   Yes, it does. 

 



REPORT OF THE AUDIT DEPARTMENT 

THE OFFICE OF REGULATORY STAFF 

 
 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DOCKET NO. 2006-97-W/S 

TEGA CAY WATER SERVICE, INC. 

                                              

 

 



 

 

REPORT OF THE AUDIT DEPARTMENT 

 THE OFFICE OF REGULATORY STAFF 

DOCKET NO. 2006-97-W/S 

TEGA CAY WATER SERVICE, INC. 

INDEX 

               PAGE NUMBER 
 
Synopsis---------------------------------------------------------------------------------------              i 
 
Analysis---------------------------------------------------------------------------------------            1  -  5 
 
Exhibit DFS-1:  Operating Experience, Rate Base, and Rates of Return - 
   Combined Operations-------------------------------------------    6 
 
Exhibit DFS-2:  Operating Experience, Rate Base, and Rates of Return - 
   Water Operations------------------------------------------------    7 
 
Exhibit DFS-3: Operating Experience, Rate Base, and Rates of Return - 
   Sewer Operations------------------------------------------------    8 
 
Exhibit DFS-4: Explanation of Accounting and Pro Forma Adjustments - 
   Combined, Water, Sewer--------------------------------------           9 - 17 
 
Exhibit DFS-5 Depreciation Expense Adjustment--------------------------  18 
 
Exhibit DFS-6: Computation of Income Taxes-------------------------------          19 - 20 
 
Exhibit DFS-7: Customer Growth Computation-----------------------------  21 
 
Exhibit DFS-8: Cash Working Capital Allowance---------------------------  22 
 
Exhibit DFS-9: Return on Common Equity – Combined, Water, Sewer  23 
 
Exhibit DFS-10: Income Statement-----------------------------------------------  24 
 
Exhibit DFS-11: Balance Sheet----------------------------------------------------  25 
        
 

 



 
 
 

REPORT OF THE AUDIT DEPARTMENT 

 THE OFFICE OF REGULATORY STAFF 

DOCKET NO. 2006-97-W/S 

TEGA CAY WATER SERVICE, INC. 

SYNOPSIS 

 

Amount Requested -   Water --------------------------------------------  $52,993 

                                -   Sewer------------------------------------------- $144,837 

                                -   Uncollectible Accounts----------------------       ($653) 

                                -   Combined-------------------------------------- $197,177 
                         
  
Return on Rate Base:            Combined           Water               Sewer  
 
Per Books ------------------------------------------------           2.00%                   -1.39%              2.68% 
 
Adjusted-Per Books --------------------------------------            5.59%                    24.35%              4.93% 

As Adjusted-Present--------------------------------------            6.46%                    27.59%              5.57% 

After Proposed Increase----------------------------------          13.08%                    71.60%            10.62% 

 
Return on Common Equity:            Combined  Water  Sewer      
                                                                                                                                  
As Adjusted-Present---------------------------------------              6.51%                58.18%               4.34% 

After Proposed Increase----------------------------------             22.70%              165.79%             16.69% 
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 TEGA CAY WATER SERVICE, INC. 

                                              

 ANALYSIS

  

 ORS has performed a review of the application of Tega Cay Water Service, Inc. (hereinafter 

referred to as "TCWS") along with certain TCWS accounting records, relative to its application for 

authority to increase certain rates and charges in Docket No. 2006-97-W/S. 

 TCWS is a water and wastewater utility operating in the state of South Carolina.  TCWS 

furnishes both water and sewer service to residential and commercial customers in York county.  

TCWS's home office is located at 2335 Sanders Road, Northbrook, Illinois, 60062.  Its regional office 

is located at 5701 West Park Drive, Suite 101, Charlotte, North Carolina, 28217.  TCWS is a wholly-

owned subsidiary of Utilities, Inc., which is also located at the same address in Northbrook, Illinois.  

 ORS respectfully submits the results of its review as follows: 

1. TCWS filed an application on April 3, 2006 for approval of an increase in rates and 

charges for water and sewer services provided to its residential and commercial 

customers. 

2. This matter is set for public hearing on Tuesday, August 22 and Wednesday, August 23, 

2006 at 10:30 a.m. 

3. TCWS’s application uses a test year ending September 30, 2005.  
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 ORS’s exhibits related to TCWS’s proposed increase are as follows: 

EXHIBIT DFS-1: OPERATING EXPERIENCE, RATE BASE, AND RATES OF RETURN-

COMBINED OPERATIONS 

 Shown in this exhibit are TCWS’s operating experience, rate base, and rates of return for the 

test year ended September 30, 2005.  The exhibit’s format is designed to reflect per book information, 

per books adjusted for adjustments generated by Docket No. 1996-137-W/S, and applicable 

accounting and pro forma adjustments necessary to correct or normalize the results of TCWS’s test 

year operations.    

 ORS verified the per book balances to the books and records of TCWS.  The per book 

figures reflect that Operating Revenues for TCWS totaled $957,892 and Total Operating Income 

totaled $42,577 plus interest during construction (IDC) of $80, for Net Income for Return of $42,657.  

TCWS’s per book Total Rate Base was $2,127,599.  A per book Return on Rate Base of 2.00% was 

computed using Net Operating Income of $42,657 and Total Rate Base of $2,127,599.  Per book 

numbers were adjusted to reflect adjustments from Docket No. 1996-137-W/S.  As a result of these 

adjustments, Total Operating Revenues amounted to $957,892, Net Income for Return was calculated 

to be $88,423 and Total Rate Base was $1,581,040.  The resultant Return on Rate Base was 5.59% for 

adjusted per book operations.  ORS’s accounting and pro forma adjustments were added to adjusted 

per book operations and the net effect of these adjustments produced Total Operating Revenues of 

$959,758, Net Income for Return of $118,801, and a Total Rate Base of $1,839,858.  ORS computed a 

Return on Rate Base of 6.46% for as adjusted present operations using the Net Income for Return and 

Total Rate Base figures. 

 TCWS has requested an increase in rates which would produce additional net annual 

revenues of $197,177, comprised of a water increase of $52,993, a sewer increase of $144,837, and 

uncollectible revenue of ($653). ORS adjusted utility/commission gross receipts taxes, income taxes 
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and customer growth for the proposed increase. 

    After the proposed increase, Total Operating Revenues were $1,156,935 and Net Income 

for Return was $240,591.  Total Rate Base after the proposed increase was $1,839,858.  Using Net 

Income for Return and Total Rate Base after the proposed increase, ORS computed a Return on Rate 

Base of 13.08%. 

EXHIBIT DFS-2: OPERATING EXPERIENCE, RATE BASE AND RATES OF RETURN- 

WATER OPERATIONS   

 Shown in this ORS exhibit are the operating experience, rate base, and rates of return for 

TCWS’s water operations. 

EXHIBIT DFS-3: OPERATING EXPERIENCE, RATE BASE, AND RATES OF RETURN-

SEWER OPERATIONS 

  Shown in this ORS exhibit are the operating experience, rate base, and rates of return for 

TCWS’s sewer operations. 

EXHIBIT DFS-4: EXPLANATION OF ACCOUNTING AND PRO FORMA ADJUSTMENTS- 

COMBINED, WATER, AND SEWER

       Shown in this exhibit are the details of accounting and pro forma adjustments made to correct 

or normalize TCWS’s water and sewer operations and to reflect the proposed increase. For 

comparative purposes, ORS and TCWS’s adjustments are both presented in this exhibit. 

EXHIBIT DFS-5:  DEPRECIATION EXPENSE ADJUSTMENT 

 Shown in this exhibit are ORS’s computations of the adjustments to depreciation expense 

and the amortization of contributions in aid of construction (CIAC).  The depreciation rate of 1.5% 

(66.7 years) was used for plant in service and 25% (4 years) was used for vehicles as recommended by 

ORS Water/Wastewater Department. 
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 EXHIBIT DFS-6:  COMPUTATION OF INCOME TAXES 

 Shown in this exhibit are ORS's computations of state and federal income taxes based on 

taxable income after the additional adjustments from Docket No. 1996-137-W/S, after the 

accounting and pro forma adjustments and after the proposed increase.  ORS and TCWS used the 

state income tax rate of 5% and composite federal income tax rate of 35%. 

 EXHIBIT DFS-7: CUSTOMER GROWTH COMPUTATION   

       Shown in this exhibit are the computations of TCWS's customer growth.  ORS used the 

number of customer units at October 2004 and June 2006 to compute the growth factor.  Since ORS 

proposes to include plant additions as of June 2006, the customer growth includes that period.  ORS 

computed a growth factor of 1.14% for water operations and a growth factor of 1.18% for sewer 

operations.  Combined customer growth was computed by adding water customer growth and sewer 

customer growth.  

EXHIBIT DFS-8: CASH WORKING CAPITAL ALLOWANCE 

 Shown in this exhibit is the calculation of cash working capital based on as adjusted present 

operations at September 30, 2005.  ORS uses a forty-five day cash working capital allowance since 

TCWS bills in arrears.   

EXHIBIT DFS-9: RETURN ON COMMON EQUITY – COMBINED, WATER, AND SEWER  

       TCWS's return on common equity is computed both before and after the requested increase.  

The rate base, as shown on Audit Exhibit DFS-1, is allocated among the various classes of debt and 

equity according to the respective ratios computed using TCWS’s parent company’s capital structure 

as of September 30, 2005. 

  ORS computed the amount of total income for return necessary to cover an embedded cost 

rate of 6.42% on long-term debt.   The remainder of total income for return for combined operations 

produces a return of 6.51% to common equity before the requested increase.  The overall cost of 
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capital after accounting and pro forma adjustments is 6.46%.  Such overall cost equals the return on 

rate base shown on Audit Exhibit DFS-1.   

 After the net requested increase of $197,177, income available to common equity increases 

to $170,782 and return on common equity increases to 22.70%.  Overall cost of capital as shown in 

this exhibit equals 13.08%.  Such overall cost of capital equals the return on rate base on Audit Exhibit 

DFS-1. 

 Included in this exhibit are the returns on common equity as allocated to TCWS's water and 

sewer operations. 

EXHIBIT DFS-10: INCOME STATEMENT  

  TCWS’s income statement for the test year ending September 30, 2005 is reflected in this 

exhibit.  ORS verified the income statement to the books and records of TCWS.   

EXHIBIT DFS-11: BALANCE SHEET 

 Shown in this exhibit is the balance sheet of TCWS as of September 30, 2005.  ORS verified 

the balances contained in this statement to the books and records of TCWS. 
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